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Human relations palys an important role in Chinese social cultural. Chinese have 
positive feelings for people from hometown, and show hospitality to them even at first 
meeting. Fellow-townsman is an important interpersonal human relations. It has practical 
significance to research how fellow-townsman relationship affect the propensity of firms to 
commit fraud. By finding the birthplaces of chairman and chief executive officers and then 
matching to dialects using “Atlas of Chinese Language”, we successfully collected the 
dialects spoken by the chairman of the board and CEO respectively. This article uses dialects 
as a proxy of regional culture, empirically analyzes the effect of the consistency of dialects 
spoken by chairman of the board and CEO to the possibility of corporate fraud, using the data 
from China’s A Share listed company from 2009 to 2014. The results show that the 
consistency of dialects spoken by chairman and CEO decreases fraud probability significantly. 
After controlling the influence of non-culture factors and solving the endogeneity problem, 
the conclusion remains valid. Our results suggest that elimination of cultural differences 
between chairman and CEO could reduce the probability of corporate fraud. This study also 
found that the negative correlation between dialect consistency and corporate fraud only 
significant in private enterprises, while not significant in state-owned enterprises. The same 
cultural background of chairman and CEO could significantly reduce illegal information 
disclosure and operational infractions, while not applicable to executives’ illegal actions. 
Entrepreneurs, who running a business outside the home province, have very strong positive 
felling to fellow-townsman, thus reducing corporate fraud. 
This paper thoroughly analyzes the influence of Chinese culture on corporate governance 
from the perspective of dialect, which enrich the micro research in “Culture and Finance” and 
provides new empirical evidence for insight into the influences of Chinese traditional culture 
on economic development, as well as what kind of relationship between the chairman and 
CEO is the best. The relation between “gaunxi” and formal system in China is not simply one 
overwhelm the other. The optimal choice is trying to find a balance between “gaunxi” and 
formal system. 
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